Special Feature
JetBlue's Effect on the New York City - Buffalo Mar ket

The data provided in the Domestic Consumer Air Fare Report is not airport specific, but rather
aggregated by markets. For example, traffic between Chicago-Midway and Los Angdlesis
added to traffic between Chicago-O'Hare and Los Angeles to represent al Chicago-Los
Angeestraffic. Generaly, low-fare entry into one airport in amultiple-airport city will result in
lower faresin the market asawhole. This Specid Feature examines the effects of JetBlue entry
into the New Y ork City — Buffao market on Buffalo service a each of New Y ork’s three
arrports— JFK International Airport (JFK), LaGuardia, and Newark.

JetBlue

In February 2000 JetBlue, anew entrant airline, began service out of dot-constrained JFK in
New York City. JetBlue billsitsdf asadiscount airline. 1ts modern fleet of Airbus A320s,
ticketlesstravel, and minimd in-flight service help control costs. Only coach serviceis available;
passengers are not required to pay disproportionately more for one-way travel or more for trips
in which they are not taying over at their destination for a Saturday night.

JetBlue currently provides service to twelve domestic destinations. In the northeast, JetBlue
hubs out of JFK Internationa Airport and flies to Buffao, Rochester, and Burlington, VT.

From JFK, JetBlue aso provides nonstop service to five FHorida destinations as well as Sdlt
Lake City, UT, Oakland, CA, and Ontario, CA. JetBlue s website lists one-way pricesfrom
JFK to northeastern destinations of between $49 and $99; JFK to Florida fares range from $79
to $179; West coast fares range from $129 to $249; and JFK to Sat Lake City faresrange
from $99 to $249.

For the period covered in this report, JetBlue had only implemented service to two Florida
destinations and Buffdo. We have chosen to examine the Buffalo market in more detail, as
discretionary Horida markets usualy dready have relatively competitive fares. At the start of
the second quarter of 2000, JetBlue had three daily nonstops to Buffalo, and added two
additiond dally flights over the course of the quarter. All of JetBlue s passengers in the market
paid less than $125 each way. Over one-hdf of JetBlue s 55,680 passengers in the market
paid between $51 and $75.

The differing Strategies of the dominant carriers at the three New Y ork airports demongtrate the
full spectrum of potentia competitive responses to new entry. At Newark, a Continental
network hub, Continental did not attempt to compete for the low-fare traffic targeted by
JetBlue. Rather, it reduced the number of lower-fare seats—possibly in order to redlocate
those sests to higher-revenue flow traffic over the hub. US Airways at LaGuardiatook a
moderated approach—adjugting traffic mix dightly to accommodate greeter low-fare demand
— that resulted in adight passenger increase and adrop in fares of 11%. JetBlue's most direct



competito—American Airlines out of JFK — increased low-fare availability greeatly and tripled
its own traffic in the process.

Overall Effect

Asawhole, treffic levelsin the Buffdo — New Y ork City market increased by 54% from
112,610 passengersto 173,110 passengers after JetBlue' s entry.. Average one-way fares
dropped simultaneoudy from $143 each way to $115, a 20% decline.
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Newar k — Buffalo (Chart 1- attached)

Continentd maintains a network hub at Newark and therefore provides amost dl service
between Newark and Buffalo. When JetBlue began service out of JFK, Continentd’ straffic
levels between Newark and Buffalo dropped by 26%. The mgority of traffic lost was a the
lower fare levels equivaent to those of JetBlue. Continentd’s non-restricted faresincreased
dightly. Thelossof low-faretraffic and the increase in high-end fares resulted in an average fare
increase for Continental of 23% in the Newark-Buffao market.

LaGuardia— Buffalo (Chart 2 - attached)

US Airwaysis the primary service provider between LaGuardia and Buffdo. US Airways
traffic increased by only six percent after JetBlue' s entry. Most of the traffic growth at low-
fares was the result of a passenger mix adjustment rather than overal capacity increases. US
Airways dso increased its upper-end fare leve.

JFK — Buffalo (Charts 3 & 4 — attached)

American Airlines went head-to-head with JetBlue at JFK, with very different results. Prior to
JetBlue s entry, American maintained a passenger distribution with a peek in discount seets
between $100 and $125 and a peak in less-restrictive fares around $250. After JetBlue's
entry, American increased the capacity it offered at under $125 dramdtically. American carried



approximeately the same number of passengers at fares above $125 after JetBlue entry asit did
before. American traffic tripled and its average fare dropped by athird.

Including JetBlue' s passenger data (Chart 4) into the JFK — Buffao andys's demonstrates the
magnitude of discount travel stimulation resulting from increased capacity and lower fares.



Chart 1:

Continental Airlines - Newark to Buffalo
Passengers by Fare Paid
16,000
—+— 2nd gtr 1999
, 12000 A —m—2nd qtr 2000
: A
% 8,000
D- /
. / M \ \
) ) o Lo o Lo o Lo O Lo
O N hHh N © ~
g 5 2% 5 8 8 8 8§ §
Fare Increment
1999/2  2000/2  Change
Passengers 36,950 27,230 -26%
Avg Fare $ 142 $ 175 23%
Chart 2:
US Airways- LaGuardiato Buffalo
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Chart 3:

American Airlines- JFK to Buffalo
Passengers by Fare Paid
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Chart 4:
JFK to Buffalo - Before and After jetBlue Entry
Passengers by Fare Paid
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